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The Wool Veto and the Crisis 
in Foreign Trade 


Mr. Scuuttz: Three basic issues have been put dramatically 
before us in recent weeks by the presidential vetoes—taxes, 
labor, and foreign trade. 

The prospect that our trade policy will be reversed by the 
enactment of the wool bill has not reached the country as did the 
conflicts over the labor bill and the tax bill. It is hard, however, 
to imagine a more critical issue in the world today than the trad- 
ing policy of the United States. What direction should and will 
our trade policy take? 

Galbraith, we have a number of views on foreign trade in this 
country. What are they? 


Mr. Garsrairu: The Wool Support Bill, which the President 
vetoed the day before yesterday, would have allowed him to im- 
pose the equivalent of a tariff—it was called an “import fee” — 


t The wool bill, which was passed (with House amendments) by the Senate 
and sent to the President on June 19, extended the government’s wool-buying 
program through the Commodity Credit Corporation. Under this new bill, the 
Commodity Credit Corporation was permitted to sell its wool at market prices. 
In recent years the CCC has been buying up the entire wool crop, but it has not 
been able to sell the wool at less than parity. Much of the wool has not been sold 
because the current price (41 cents) is higher than that of imported wool, even 
with the duty of 34 cents on this imported product. As a result, the CCC has a 
growing stock pile of more than four hundred million pounds. 

The wool bill also contained a third provision that the President, on advice 
from the Tariff Commission, would have the power to impose import quotas of 
50 per cent of the normal shipments to this country or to impose import fees of 
up to 50 per cent of the value, in addition to the present 34-cent duty on wool. 
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on imports of wool. This, in a way, is our traditional trade policy. 
According to that traditional policy, when an industry is 1 

trouble, it is given tariff protection. The interests of the do- 
mestic producer, according to this doctrine, are considered para- 
mount; and the effects of the policy on trade in general are con- 
sidered minor. I would, therefore, consider the wool bill an ex- 
ample of one type of trade policy.? ; 


2 President Truman’s veto of the wool bill, sent to Congress on June 26, said: 
To the Senate of the United States: 

“T return herewith, without my approval, S. 814 entitled ‘The Wool Act of 
1947.’ 

“This bill contains features which would have an adverse effect on our inter- 
national relations and which are not necessary for the support of our domestic 
wool growers. 

“As originally passed by the Senate, the bill directed the Commodity Credit 
Corporation to continue until the end of 1948 to support prices to domestic pro- 
ducers of wool at not less than 1946 levels. It further authorized the Commodity 
Credit Corporation to sell wool held by it at market prices. 

“T have no objection to these provisions. 

“As passed by the House, the bill carried an amendment intended to increase 
the tariff on wool through the imposition of import fees. This was done to provide 
a means of increasing the domestic market price for wool to approximately the 
support price, thus shifting the cost of the support from the Treasury to the con- 
sumers of wool products. The prices of these products are already high. 

“The conferees of the two Houses agreed upon a measure closely following the 
House bill, but empowering me to impose import quotas as well as import fees. 

“The enactment of a law providing for additional barriers to the importation 
of wool at the very moment when this Government is taking the leading part ina 
United Nations Conference at Geneva called for the purpose of reducing trade 
barriers and of drafting a charter for an international trade organization in an 
effort to restore the world to economic peace, would be a tragic mistake. It would 
be a blow to our leadership in world affairs. It would be interpreted around the 
world as a first step on that same road to economic isolationism down which we 
and other countries traveled after the First World War with such disastrous con 
sequences. 

“T cannot approve such an action. 


“The wool growers of this country are entitled to receive support. There is 
still ample time for this Congress to pass wool legislation consistent with our 
international responsibilities and the interests of our economy as a whole. I urge 
that the Congress do so promptly. 

“A bill based on the general principles and policy of the original Senate bill 
would be acceptable to me, although I would prefer a more permanent wool pro- 
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Mr. Kestngpaum: Obviously, we have gone a long way since 
hat policy was enunciated. We have now come to recognize the 
mportance of this country and our responsibilities with respect 
9 world trade. And we have developed the International Trade 
\rganization for the specific purpose of facilitating trade among 
he nations and of distributing some of the benefits of a high 
tandard of living to other nations in the world. 


Mr. Scuuttz: You really are focusing on ITO, Kestnbaum; 
nd Galbraith has put to us what has actually evolved once 
1ore in legislation of Congress—in this case, in the Wool Support 
ill—for more tariffs. 

_A third example of the various views on foreign trade policy 
right be the Marshall Plan. If I were to identify it, I would say 
lat it is a short-run plan—a plan to get us over some of the dif- 
culties in the world on the economic side for perhaps the next 
ve years. Would you agree with that kind of description of it?s 


ram, as suggested in my memorandum which was made public on March 12, 
46 


«“e 


or these reasons I am returning S. 814 without my approval.” 


3 Secretary of State George C. Marshall, in a speech delivered at Harvard 
niversity on June 5, said, in part: “Before the United States Government can _ 
oceed much further in its efforts to... . start the European world on its way 
‘recovery there must be some agreement among the countries of Europe as to 
€ requirements of the situation and the part those countries themselves will 
ke in order to give proper effect to whatever action might be undertaken by 
is Government.” On June 27, the foreign ministers of Great Britain, the Soviet 
pion, and the French Republic gathered in Paris for a joint conference on the 
onomic future of Europe. The American proposal calls for the European na- 
yns, first, to draw up a balance sheet of their needs and resources; second, to 
rk out plans for self-help; and, third, to submit-to the United States a plan 
- which this country can best help them. The proposal was based on the 
emise that American aid is essential to avert a collapse in Europe but that 
scemeal methods are of little value. Thus, the European nations which accept 
e plan are to join in a common program of economic cooperation in which they 
ol their resources, break down economic barriers, and assess their needs on a 
ntinent-wide basis. They then draw up a program outlining the aid needed 
1m America. The United States would examine this program in light of its own 
sources, and, finally, Congress will decide how much this country can supply 
d how best it can be sent. 
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Mr. Gatsrattu: It does one thing in addition; it takes up th 
gap in the supply of dollars. That is to say, foreign countries. 
particularly Western European countries, are very short of dol. 
lars with which to buy in this market, and the Marshall Plan i 
a way takes an account of that. 


Mr. Scuutvz: It is an emergency approach, however, in the 
sense of the postwar crisis which has come upon us. | 


Mr. GarsraitH: Much more so than the regular policy. ; 


Mr. Kestnsaum: But do not forget that there is another 
point of view which cannot be ignored. It is the point of view 
which is being expressed very forcibly that this country is not in 
a position to continue indefinitely sending its produce and its 
goods abroad. 


Mr. Scuuttz: I would call that a feeling. I think that there is 
an uneasiness among many in. this country that somehow we 
have to look afresh on this whole foreign field because of the very 
large volume, as you say, of materials and goods which are leay- 
ing this country. What kind of drain is that on our economy? 
What are we going to get back for it? 


Mr. GALBRAITH: Somewhat neglected in this policy is the 
fact that, so long as we are getting back copper and wool and 
coffee, and the substance of other countries, our net loss is not | 
great. And it seems to me that a good many of the protagonists 
of that view have declined or failed to mention that trade is a 
two-way street. 

The University of Chicago Rounp Taser. Published weekly. 10 cents a copy; 
full-year subscription, 52 issues, three dollars. Published by the University of 


Chicago, Chicago, Illinois. Entered as second-class matter January 3, 1939, at 
the post office at Chicago, Illinois, under the Act of March 3, 1879. 
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Mr. Scuutrz: May I suggest that, in order that we may take 
tock of where we are today in the United States and in light of 
hese several views which we have just stated and which we now 
ave before us, we address ourselves, in this rather complex 
ask, to four specific points. 

I should say: (1) the announced American trade policy; (2) the 
rade policy which has emerged in Congress in the wool bill; 
3) the situation in wool as a case study; and (4) the policy con- 
ict which the wool bill has brought to a head. 

If you agree, let me go back, then, to your point, Kestnbaum, 
n the International Trade Organization, because it seems to me 
1at that is the announced American trade policy. What should 
say more to give it specific content, so that we really see what 
e are talking about? You mean the whole Hull program, do you 
ot? 

Mr. Kestnsavum: Yes, I have in mind the policy which has 
een very carefully and very studiously promoted and which has 
| mind a formal arrangement for the development of multi- 
teral trade. It also proposes that each nation will take certain 
eps and make certain concessions for the advancement of 
orld trade. And it assumes that in this matter the United 
tates will have to take a leading role. 


Mr. Scuut7z: But it is reciprocal trade agreements which are 
ider discussion at Geneva. Is there any more to the Inter- 
itional Trade Organization than the announced trade policy ?4 


4In September, 1946, the United States Department of State published a 
ggested Charter for an International Trade Organization of the United Nations 
se Department of State Publication 2598, Commercial Policy Series 93, Sep- 
nber, 1946). This Suggested Charter was submitted to the Preparatory Com- 
ttee of the International Conference on Trade and Employment, which held 
first meeting in London from October 15 to November 26, 1946. The seven- 
sn nations represented at the London Conference discussed the Suggested 
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Mr. Gasraitu: I suppose that the International Trade Or- _ 
ganization is two things. First, it is a policy. And, in the second — 
place, it is a piece of machinery. We added to the idea of inter- at 
national trade this machinery—an organization which will in ef- | 
fect administer multilaterally the trade among nations. f 


=~ 


Mr. Scuuttz: Right. We are now labeling that the announced 


Charter and issued a new draft and covering report. An interim drafting commit- 
tee made further suggestions; and a second meeting of the Preparatory Commit- 
tee is now in session at Geneva, Switzerland, both to work on the text of the 
Charter and to negotiate reciprocal reductions of tariffs. A full International 
Conference on Trade and Employment is scheduled to take place in the fall of: 
1947. At this time a definitive draft of the Charter is to be submitted to the 
member-governments of the United Nations. 

A “Summary of Provisions,” published by the Department of State in Decem- 
ber, 1946, follows. (Nore.—This summary included both the articles drafted at 
the London meeting by the Preparatory Committee and the original American” 
drafts of articles on which the Preparatory Committee took no action. In the 
casés in which the Preparatory Committee did not agree on an article, the origi- 
nal article from the United States Suggested Charter has been included in brack- 
ets.) 


SUMMARY OF PROVISIONS 
I. THe CHARTER AS A WHOLE 


The ITO Charter seeks to accomplish five main things: (1) to promote the 
maintenance of employment in Member countries, (2) to promote the economic 
development of Member countries, (3) to bring about the general relaxation and 
regulation of barriers to world trade, whether such barriers are imposed by goy- 
ernments or private organizations, (4) to provide an orderly procedure under 
agreed rules for the negotiation of intergovernmental commodity arrangements, 
and (5) to create permanent international machinery for consultation and col- 
laboration in trade and related matters. 

The provisions of the Charter are set forth in eight chapters and eighty-nine 
articles, as follows: 


[Chapter I. Establishes the broad purposes of the International Trade Or- 
ganization (article 1).] 


Chapter II. Regulates membership in the Organization (article 2). 


Chapter III. Provides for the maintenance of employment, the development 
of resources and productivity, and the promotion of labor standards 
(articles 3 through 9). 


Chapter IV. Provides for the promotion of the industrial and general economic 
development of Member countries (articles 10 through 13). 
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\merican trade policy, are we not? And we are prone to say 
hat there is another trade policy which has emerged in the dis- 
ussions in Congress. How would you characterize that? 


Mr. Garsrattu: I have a clipping here from a newspaper 
vhich gives at least one point of view. It is an interchange be- 
ween Congressman Rich and Congressman McCormack the 


Chapter V. Provides for the reduction of governmental barriers of all kinds 
and for the elimination of trade discriminations (articles 14 through 38). 

Chapter VI. Provides for concerted action to eliminate restrictive business 
practices in international trade (articles 39 through 45). 

Chapter VIT. Regulates the making of intergovernmental commodity agree- 
ments (articles 46 through 60). 

Chapter VIII. Creates the machinery for an International Trade Organiza- 
tion to facilitate the operation of the Charter and to promote continuing 
international cooperation in trade and related matters (articles 61 
through 89). 


II. Summary or DETAILED Provisions 
CHAPTER I. PURPOSES 


[Chapter I sets forth the broad purposes of the ITO. These are: to promote 
1€ cooperative solution of trade problems; to expand opportunities for trade 
nd economic development; to aid the industrialization of underdeveloped coun- 
‘jes; and in general to promote the expansion of the production, exchange and 
ynsumption of goods, the reduction of tariffs and other trade barriers and the 
imination of trade discriminations. ] 


CHAPTER II. MEMBERSHIP 

Chapter II looks toward broad membership in the Organization. It provides 

r two general categories of members: original members and other members. 

riginal members would be all those countries which are represented at the pro- 

»sed international Conference on Trade and Employment and which accept the 

[OQ Charter by a certain date. Other countries would be brought in with the 
yproval of the Organization after it had become established. 


CHAPTER III. EMPLOYMENT 


Chapter III recognizes that the maintenance of employment and of a high 
id rising demand for goods and services is essential to achieve the purposes of 
e ITO and, reciprocally, that measures to promote employment and demand 
ould be consistent with these purposes. Accordingly, each Member of the ITO 
suld agree to take action designed to achieve and maintain employment and 
mand within its own jurisdiction through measures appropriate to its political 
d economic institutions; and to participate in arrangements for the collection, 
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other day. Congressman Rich proposed a ten-cents-a-pound 
tariff on wool, straight, no decorations of any sort, and he added 
the comment, “I’m of the old school. The Republican party al- 
ways stood for a tariff, and I’m for it today. Let’s get back to” 


the good old days.” . 
Representative McCormack queried him, “Do you mean the 


good old Smoot-Hawley days?” 


analysis, and exchange of information on employment problems and in con- i 
sultations on employment policies. 

The Economic and Social Council would have the responsibility for furthering \ 
the employment objectives of the Charter..... 

Chapter III also provides that Members will take action designed to developil 
their economic resources and raise their standards of productivity; will take such — 
action as may be appropriate and feasible to eliminate substandard labor condi- 
tions; and will cooperate in action designed to remove fundamental maladjust- _ 
ments in balances of payments. 


CHAPTER IV. ECONOMIC DEVELOPMENT 


Chapter IV recognizes the importance of bringing about the industrial and 
general economic development of all countries, particularly underdeveloped 
countries. Accordingly, Members would undertake to promote their own devel- . 
opment and would agree to cooperate, through the Economic and Social Council 
of the United Nations and by other means, to promote industrial and economic 
development generally. Members would agree on the one hand not to put any 
unreasonable restraints on the export of facilities, such as capital and equipment, 
which are needed for the economic development of other countries, and, on the — 
other hand, not to take any unreasonable action injurious to foreign investors 
who are supplying facilities for development. It would be recognized that govern-. 
mental assistance, including protective measures, may be needed in some cases — 
to promote the establishment of particular industries; at the same time it would — 
also be recognized that the unwise use of protection will frustrate sound develop- 
ment and damage international trade. Protective measures which run contrary 
to the provisions of chapter V of the Charter (relating to the relaxation of trade 
barriers) may not be used except with the specific approval of the Organization 
and, in appropriate cases, with that of countries whose trade may be directly 
affected. 

CHAPTER V. GENERAL COMMERCIAL POLICY 


Chapter V, the longest in the Charter, provides for the reduction or elimina- 
tion of governmental barriers to international trade. Broadly, these barriers take 
the form of excessive customs regulations of all kinds; tariffs; embargoes and 
quotas; exchange restrictions on trade; governmental subsidization of produc- 
tion or exports; restrictive practices by state-trading enterprises; and the dis- 
criminatory application of trade barriers and controls generally..... 
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To which Representative Rich replied, “No; no—I mean, 


»” 


es. 


Mr. Scuutrz: But it is not quite that simple, Galbraith. 
hat long House debate of five hours on May 22 and a second 
ne on May 23 are almost as good as any fiction you can ever 
ick up in terms of the kind of discussion and debate that took 
lace. 


CHAPTER VI. RESTRICTIVE BUSINESS PRACTICES 


Under chapter VI Members of the ITO would agree to take appropriate in- 
vidual and collective measures to eliminate restrictive business practices in 
ternational trade whenever they have harmful effects on the expansion of 
ade or on any of the purposes of the ITO. The chapter specifies certain prac- 
ces which would be subject to investigation with a view to their elimination. 
mong these practices would be those which fix prices, allocate markets or cus- 
mers, boycott or discriminate against enterprises outside the arrangement, 
mit production, suppress technology, and improperly use patents, trade-marks, 
id copyrights..... 


CHAPTER VII. INTERGOVERNMENTAL COMMODITY ARRANGEMENTS 


Chapter VII recognizes that in the case of certain commodities, usually pri- 
ary agricultural products, special difficulties, such as a world surplus, may 
‘ise which would warrant the adoption of intergovernmental commodity agree- 
ents, including those which regulate production, trade, or prices. Such agree- 
ents would have to be consistent with certain general objectives and would 
sed to satisfy certain conditions. 

Regulatory commodity agreements would be justified if necessary (1) to 
1able countries to solve difficulties caused by surpluses without taking action 
consistent with the purposes of the Charter, (2) to avoid the serious distress 
} producers or labor caused by surpluses when production adjustments can- 
»t be made quickly enough because of the lack of alternative employment 
yportunities, and (3) to provide a working arrangement for a transitional pe- 
od during which measures may be taken to increase consumption of the sur- 
us product or to facilitate the movement of resources and manpower out of 
.e production of the surplus product into more remunerative lines. 

It would be required that the Members concerned must formulate and adopt 
program of economic adjustment designed to make progress toward solving the 
isic problem which gave rise to the proposal for a regulatory commodity agree- 
ent; that such agreements be open initially to all ITO Members on equal terms 
id that they afford equitable treatment to all Members (including those not 
rticipating in the agreement); that they provide for adequate representation 
- Members primarily interested in the commodity as consumers, and give con- 
ming countries an equal vote with producing countries in deciding matters 
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Mr. Garsrattu: I can see that you are a faithful reader of the 
Congressional Record. 


Mr. Scuuttz: I think that this is required reading if one 


such as the regulation of prices, trade, production, stocks, and the like; that, 
where practicable, they provide for measures to expand consumption of the com- 
modity in question; that they assure supplies of the product adequate to meet 
world demand at reasonable prices; and that they make appropriate provision to 
satisfy world consumption from the most effective sources of supply. 


Provision is made that full publicity must attend all important stages in the © 


making of intergovernmental commodity agreements. 


CHAPTER VIII. ORGANIZATION 


Chapter VIII of the Charter sets forth the functions and structure of the : 
ITO and relates them to the substantive undertakings of Members provided for — 


in the earlier chapters. 


Functions. The functions of the ITO largely relate to its responsibilities in 


connection with chapter V (Commercial Policy), chapter VI (Restrictive Busi- 


ness Practices) and chapter VII (Commodity Agreements). In addition to func-_ 
tions of this kind, the ITO would be authorized to provide assistance and advice © 
to Members and other international organizations in connection with specific — 
projects of industrialization or other economic development; to promote inter-— 


national agreements such as those designed to facilitate the international move- 
ment of capital, technology, art, and skills, and those relating to commercial 
travelers, commercial arbitration, and the avoidance of double taxation; and to 
cooperate with the United Nations and other organizations on economic and 
social matters and on measures to maintain peace and security. 

Structure. The principal organs of the.ITO would be a Conference; an Execu- 
tive Board; a Commission on Commercial Policy, a Commission on Business 
Practices, and a Commodity Commission; and a Secretariat. 

The Conference. The governing body of the ITO would be the Conference on 


which each country belonging to the ITO would be represented. The decisions — 


of the Conference on most matters would be taken by a simple majority vote of 
the Members present and voting, each country casting one vote. The Conference 


would have final authority to determine the policies of the ITO. It would be y 
authorized to make recommendations regarding any matter relating to the pur-_ 


poses of the ITO and to elect the members of the Executive Board. 
Interim Tariff Committee. An Interim Tariff Committee within the ITO 
would be charged with the function of authorizing Members to withhold, if 


necessary, tariff reductions from other Members which failed to meet their 


obligations to negotiate for the substantial reduction of tariffs and the elimina- 
tion of preferences. The Committee would consist of those Members of the ITO 


which had already fulfilled these requirements among themselves. Other Mem- — 


bers of the ITO would be entitled to join the Committee upon the completion by 


them of adequate negotiations regarding tariffs and preferences. All decisions of - 


the Committee would be taken by majority vote, each Member casting one vote. 
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wants to carry any responsibility in terms of policy thinking in 
the United States. 
I accept what you say, Galbraith, that there was a resurgence 


Executive Board. The Executive Board would consist of fifteen Members of 
the ITO elected by the Conference every three years. (NoTe.—Under alterna- 
tive drafts of the appropriate article permanent membership on the Board by 
Members of chief economic importance would be provided for.] Decisions of the 
Board would be taken by a majority of the Members present and voting, each 
ountry casting one vote. The Board would be responsible for executing the 
olicies of the ITO and for exercising powers delegated to it by the Conference. 
it would be authorized to make recommendations to Members of the ITO, to 
he Conference, and to other international organizations. 

The Board would be required to provide adequate machinery to review the 

work of the ITO as it relates to industrialization and other economic develop- 
nent. 
_ The Commissions. The Commission on Commercial Policy, the Commission 
n Business Practices, and the Commodity Commission would be established by 
he Conference and would be responsible to the Executive Board. The Confer- 
nce would be authorized to establish any other commissions which might in 
ime be required. 

The Commissions would be expert persons appointed by the Board in their 
personal capacities. The chairmen of the commissions could participate, without 
vote, in the meetings of the Board and of the Conference. Other international 
ganizations having a special interest in the activities of one of the commissions 
night be invited to participate in its work. 7 

The functions of the three commissions are concerned largely with the making 
f recommendations to the Executive Board relating to the discharge of the 
TO’s responsibilities in the three specialized fields. In addition, the commissions 
yould perform any other functions assigned to them by the Conference or the 
3oard, including such functions in connection with the settlement of disputes as 
he Board might deem appropriate. 

Secretariat. The Secretariat of the ITO would consist of a Director General 
nd such staff as might be required. 

The Director General would be appointed by the Conference upon the recom- 
nendation of the Board. He could participate in the deliberations of the Board, 
he Conference, and the commissions, and initiate proposals for consideration by 
ny organ of the ITO. 

Miscellaneous provisions. These provisions largely parallel similar provisions 
a the constitutions of other international organizations. They deal with rela- 
ions between the ITO and other organizations, the international responsibilities 
f the staff of the ITO, legal capacity of the ITO, privileges and immunities of 
he ITO, amendments to the Charter, interpretation and settlement of legal 
uestions, contributions of Members, entry into force of the Charter, and with- 
rawal from the ITO and termination of the Charter. 
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of the old high-tariff position. That is what you are really saying, 
and you ascribe it to Rich. 


Mr. Gasraltu: Yes, that is it in part. 


Mr. Scuuttz:.The Republican whip, the majority, was cer- 
tainly pursuing its hand strongly. Halleck is just crystal-clear 
that there was a return to the high tariff of the Fordney- 
McCumber and the Smoot-Hawley days. 

But what concerned me much more deeply was the position 
which Clifford Hope took and Stephen Pace. Clifford Hope comes 


from Kansas, western Kansas, from wheat country. Wheat is 


their foreign product in the sense that it enters trade in large 
volume. Hope is a man who understands trade and who has 
always had the position on trade of the Kansas City Star—a 
liberal Republican view and a studied View. And yet he was the 
leader of the spokesmen on behalf of this particular import fee 
on wool. He did it because he wanted to safeguard agricultural 
programs. He is chairman of the House Agricultural Committee. 
In other words, you see, he was putting aside all his insight and 
knowledge with regard to wheat which has to be traded and his 
knowledge of international trade, and said, “Now first things 
come first, and in this case the first things are our agricultural 
programs.” 

5 The Fordney-McCumber tariff was passed in September, 1922, and raised 
tariff rates higher than ever before in American history. The duties on sugar, 
textiles, pig iron, rails, and chinaware were restored to the Payne-Aldrich level 
(1909) and increases in tariff rates on toys, hardware, chemicals, dyes, and lace 
ranged from 60 to 400 per cent and included heavy duties on agricultural im- 
ports. The law instructed the Tariff Commission to recommend such changes as 
were necessary to equalize production costs abroad and in the United States and 
authorized the President, on recommendation of the Commission, to raise or 
lower duties as much as 50 per cent. The Hawley-Smoot tariff, passed in June, 


1930, raised the tariff rates across the board, including heavy import duties on 
agricultural commodities. 
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Mr. Garsrarru: I am not identifying the good congressman 
from Pennsylvania, Mr. Rich, with the whole Congress. I think 
actually that three things were involved. There was, first, what 
we will call the old-line high-tariff position. 


Mk. Scuutiz: Right. 


Mr. Garsraitu: There were, second, the circumstances in- 
volved in the fact that the wool bill is the first test of the postwar 
agricultural support program. 


Mr. Scuutrz: Right. 


Mr. Garsraitu: And, then, perhaps, we can add a third view. 
Undoubtedly a certain number of congressmen were interested 
in this from the point of view of budget economy. If you impose 
a tariff, you do not have to pay the set price out of the Treasury. 


Mr. Kestnsavum: Is it not necessary to say, however, that the 
wool bill should be weighed more carefully in terms of its political 
implications? We must remember that the wool states have al- 
ways had a great deal of power politically and have exercised it. 
Perhaps we may be more alarmed than we should be by this 
wool bill when we bear in mind that it is an item in which there 
has always been a disproportionate amount of political interest. 


Mr. Garsraitu: I am curious about your reference to “wool 
states.”’ I have some figures here before me (I assume that they 
are accurate) which indicate that in no state in the Union does 
wool account for as much as 3 per cent of the state income— 
with one possible exception, and that is Wyoming. I would draw 
‘he conclusion from that that there is no such thing as a wool 
state in the sense of wool’s being very important. 


Mr. Kestnsavum: Obviously if we are to compare the produc- 
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tion of wool in its importance to the economy of a state, as we 
would identify “wheat states” and “cotton states,” Galbraith, 
you are quite right. But the fact remains that in these states the 
position of wool growers has been important politically, and it 
does appear to be true that in these states this industry seems to — 
exercise more influence perhaps than it deserves on the basis of — 
the statistics which you have quoted. : 


Mr. Scuuttz: As a rule, these things have come up in a way — 
such that the wool industries, the makers and users of wool, have i 
always joined hands with the wool growers. Perhaps we have a it 
wool state in the sense of where the textiles are made. Would _ 


that be true? 
Mr. Kestnsavum: In this particular case, however.... 
Mr. Scuuttz: They did not join hands. 


Mr. KestnBaum:.... the fabricators of wool opposed the 
wool bill on the grounds that it would lead to higher prices and _ 
that it would add a great deal to the final cost of clothing. 


Mr. Gatsraltu: They were in the cloaks of the defendants of 
free trade? 


Mr. Kestngpavm: In this case they: were on the side of free 
trade. 


Mr. Gacsraitu: Would they also go on to argue for reduced 
tariffs on finished textiles? 


Mr. Kestnsaum: I am not aware of any such point of view 
on the part of the textile industry, although they may, under the 


influence of this larger view, perhaps modify some of the atti- 
tudes which they have expressed before. 
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Mk. Scuuttz: In other words, they want to stand for their 
articular tariff just as strongly as the wool industry stands for 
ts thirty-four-cents-a-pound tariff. 


Mr. KestnsBavum: That is correct. 


Mk. Scuuttz: And all special interests come up in this fash- 
on. But we are taking wool here as a kind of special case. 
ind what makes it special, of course, is that it is on a high im- 
ort basis. We have imported, the last couple of years, three- 
ourths of the wool which we have used. As a matter of fact, we 
ave used about a billion pounds, have we not? 


Mr. Kestnpavum: Yes. Our current use is at the rate of about 

billion pounds of apparel wool a year in this country. We pro- 
uce only about 25-30 per cent of that total—approximately 
hree hundred million pounds of wool. Nevertheless, we are in a 
osition of supporting the domestic price, of imposing a tariff on 
nported wool, and of granting considerable concessions to this 
roup in order to maintain what has been a difficult position, 
ecause the fact is that the position of wool growers has de- 
lined. The sheep population of this country has declined from 
fty-two million to about thirty-eight million. 


Mr. Scuuttz: That is, since 1942? 
Mr. KestnBavum: Since 1942. 


Mr. Scuuttz: I do not want to get too detailed here, but that 
yerstates the case somewhat. The sheep industry goes in a 
road general cycle, and, as I remember it, from IgI5 to 1925, 
yer a ten-year period, it was at about the level which it hap- 
ens to be right now, although there has been this sharp decline 


hich you have mentioned. 
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Mr. Garsraitu: It is fairly certain, though, is it not, that i 
costs more to produce wool of equivalent quality in the Unitec 
States than it does in Australia? 


Mr. KeEstNBAvUM: Yes. 
Mr. Scuuttz: The thirty-four-cent tariff indicates that. 


Mr. GarsraitH: In other words, the Australian industry 1 
more efficient than the American industry? 


Mr. Kestnsaum: That is perhaps a harsh term. Australi 
has certain natural advantages in the production of wool. It 
climate is very favorable. The large ranges they have enabl 
them to herd the same number of sheep with fewer people than 
our domestic ranges do. As a result we probably would have to 
concede certain advantages. 


Mr. Scuuttz: It is a more efficient industry in what sense, — 


then? 

Mr. Kestnsaum: In terms of the adaptability of the industry” 
to the climate and country. Australia has certain natural “a 
vantages. 


Mr. Scuuttz: Can we say the same thing about the users 7 
the wool raw material who make it into a fabric? Is that indus- i 
try relatively inefficient in the American economy? Fi 


®} 


Mr. Kestnsavm: It is an industry which has, historically, al- y 
ways had a large degree of protection. It is due partly to the pay-_ 
ment of higher wage levels to our operatives as compared with | 
those paid abroad. It is also due to the fact that some countries 
have occasionally developed more modern machinery than wel 
have. But, basically, the textile industry which developed in H 
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gland as one of the first to come out of the Industrial Revolu- 
n has been a low-paid industry in most sections of the world. 


Mr. Scuuttz: But this leads me to ask you, Galbraith, 
ether this means in your mind, as an economist, and with the 
-y broad experience that you have had both abroad and within 
> American scene, and your rich earlier work in agriculture 
lf, that wool and wool production in this country is a sick 
lustry. You used the word “inefficient” a while ago. I am 
ssing you harder. 


Mr. GALBRAITH: You both question my use of the term “‘in- 
cient,” and I can hardly go on and use the word “‘sick.”’ It 
ilways easy to write off somebody else’s industry. It is always 
y to say that an industry should go out of production if you 
not in it yourself. However, it would seem to me that in a 
rld division of labor, from the evidence just produced here 
und the table, probably we are better at automobiles and at 
chine tools, or even at corn and wheat, than we are at wool. 


Mr. ScHuttz: Wool is not adapted to the American economy 
well as other lines of production. That is really what you are 
ring. 


Min. GALBRAITH: That would certainly seem so to me. 


Mir. ScHuttz: In the sense that we use the word “efficient”’ or 
efficient,” it is in a very definite relative sense and in an inter- 
‘ional context. 

[his policy conflict which the wool bill (and what the wool 
had in it) has brought to the surface is of the kind that 
1ot consistent with the announced trade policy. On the one 
id, we say that we are going to trade and that we are going to 
e goods and services for those which we send out and thus, 
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somehow, have a balance between the two. And, on the other 
hand, we say that we are not going to import because, whenever 
we have an industry that is inefficient (in the sense we used 
“inefficient”), we are going to give it protection. Is that not the 
kind of crisis that has arisen because of the wool bill 


Mr. GapraitH: That is a good statement, Schultz.: 


Mr. Scuuttz: We have here an announced trade policy and 
the whole Hull reciprocal trade agreement. We have also this 
emerging thing which came out of Congress on wool. And the > 
industry, as we describe it, is inefficient in the sense that it is 
not adapted as well to American resources as are other indus- 
tries. 

This, in my humble opinion, brings us head on into one of the 
really grave, fundamental conflicts in American policy. We have 
a domestic policy with regard to these matters, and we have an 
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announced foreign trade policy. How in the world are we going 
to reconcile these two? That is the main issue which remains 


before us now. 
[19] 


Mr. Kestnsaum: That does seem to point right up to the 
basic problem that is involved. But we ought to be careful that 
we do not minimize the nature of this problem. We have made 
a commitment on this matter of world trade. We have com- 
mitted ourselves politically to many other aspects of world im- 
provement. And, at the same time, we recognize that when we 
blandly suggest that an industry or a group of industries go out 
of business, or liquidate, we must recognize that we are dealing 
with human lives and capital and vested interests. There is a 
great reluctance to do this, and no group is going to commit in- 
dustrial suicide voluntarily for the purpose of advancing a world 
trade program. 


Mr. GarsraiTu: But is it not fair to assume, however, that 
we are going to accord some protection to agricultural income? 
The early years of the thirties were very sad years in American 
history. I cannot conceive of our ever allowing agricultural prices 
of corn to get down to ten cents again or of other agricultural 
prices to go down in a similar way. So that we must face up, 
some way or other, to the prime fact that we are going to accord 


some protection to agricultural incomes. 


Mr. Scuuttz: But, in a sense, you are saying that both are 
right, and this bothers me because I am saying, in a very funda- 
mental manner, that we are riding off in two directions, and this 
is going to split us. We are too important a country to go ahead 
and live with this kind of inconsistency even if we could. 

You are saying, in high noble phrases, Kestnbaum, that we 
have to live with the world and trade; and you are saying, in 
hard realities, Galbraith, in relation to agriculture, that it is not 
going to live through a kind of economic insecurity. 
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Mr. Garsraitu: I am saying that we have to find some com- 
promise, some reconciliation. 


Mr. Scuutrtz: That is just exactly what I am driving at. 
What are those compromises which will once more give us an 
integrated policy? 


Mr. Kestnspaum: We have recognized that there are some 
devices by which we can attempt to do both. In fact, the Wool 
Support Bill itself has provided a mechanism by which we have 
paid a fixed price to the grower, which has been higher than the 
world price. We have then turned around and now propose to 
sell our stock of wool at a price commensurate with the world 
price, which puts a burden on the American taxpayer of perhaps 
twenty million dollars a year. In terms of what Galbraith has 

said, that may appear to be a very wise solution to this problem. 


Mr. Scuuttz: You have both in this case. You have support 
for the world price in agriculture, and you feed it into the con- 
sumption streams within the United States at the world price, 


plus the tariff. 
Mr. Kestnsavm: That is quite right. 
Mr. Scuuttz: Is this a reconciliation? 


Mr. Garsraitu: Not entirely; but it is certainly in the direc- 
tion of a reconciliation. 

I would like to make one point on turnabout trade. I think 
that we need to draw a distinction between trade in agricultural 
commodities and trade in industrial commodities. I do not be- 
lieve that it is possible for governments to control trade in 
things like perfume, machine tools, machine parts—all the 
varied industrial commodities which require real negotiation 
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between individuals. And that, it seems to me, is the area of 
trade in which the State Department should be most interested — 
—the trade between individuals in finished commodities. It may 
be consistent with that to make some concessions in the way of 
controls so far as commodities are concerned. This support- _ 
price program is not in the pattern of completely free trade. It 
may well be that if it were a wool and export commodity, 
we would have to make some international arrangements to get 
rid of the surplus. I do not deplore that. 


Mr. Scuuttz: You do not deplore that. It is even more dra- 
matic than you have just put it. That is, you can put agriculture 
aside, and give it protection, and take it out of the trading 
world, in a sense, in order really to free the larger, more impor- 
tant area you were describing. That is the way you put it? 


Mr. GALBRAITH: Yes. 


Mr. KestnBavum: That is quite all right, and I agree, except 
that we must bear in mind that these same political methods are 
applicable to manufactured goods and that this establishes a 
precedent for very large areas to come in and to be claimants for 
similar subsidies on the grounds that their economies, too, need 
to be preserved. 


Mr. Scuuttz: The other extreme, Kestnbaum, you may be 
willing to argue. That is that we really get rid of all these internal 
economic policies which hamper or are barriers or block exports 
and imports. Are you going to take that position? 


Mr. KestnBaum: That is a little bit extreme, because, as 
Galbraith has pointed out here, it does mean that, when an in- 
dustry suffers, the people in the industry also suffer. Unless we 


are prepared to come along and find some way of protecting 
them .... 
[22] 


‘Mk. Scuutrz: Protect inefficiency? 


Mr. Kestnspaum: No.... against a certain insecurity which 
is beyond their control. 


Mr. Scxuttz: What do you mean by that? 


Mr. Kestnpavum: I can recognize that if industry is inef- 
ficient, then the normal forces of competition ought to be opera- 
tive and in the long run it ought to be liquidated. But bear in 
mind that there are also people in the industry, and it is not 
easy to liquidate them. 


Mr. Gatsraitu: What would you do about that? 


Mr. KestnBavum: That is probably the most difficult social 
problem which we face, but I would not support the industry for 
the purpose of supporting the people. I think that I would be 
disposed to try to find some means of taking care of the people. 


Mr. Scuuttz: It seems to me that we have to separate the 
long-run problem of keeping our economy efficient (that is, 
staying with the industries in which we have a comparative ad- 
vantage) from the problem of instability rising out of the fact 
that we cannot keep our economy, apparently, on an even keel 
over a period of time. It goes up and down—booms and busts. 
And agriculture has been particularly vulnerable to the second 
of these, and it is on that point that agriculture has come up 
largely with its price-support program. It wants to have a kind 
of a stop-loss bottom, a floor, which would mean that, when the 
industrial economy goes to pot, agriculture stays on the job and 
does not get ruined in the process. That is the origin of the whole 
price-support program. 

I should contend for an intermediate position, which is some- 
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what akin to yours, Kestnbaum. I think that we let market- _ 
prices (farm product prices) go in the sense that we let them . 
channel products to users both at home and abroad. And if we 
move into a period where there is a bust and a depression, we 
make up the difference of some reasonable level, call that the 
support-price level, by income payments. But let us free the 
mechanism of trade. 


Mr. Gatsraltu: So that if the world market for cotton were 
ten cents, the farmer would get ten cents out of the market and 
maybe another ten cents out of the Treasury to bring him up. 


Mr. Scuuttz: Whatever that reasonable figure might be. 
And, in a real sense, you can bring some economic security 
against the depression in this fashion and, I think, at the same 
time, get rid of the most harmful aspects of the domestic policy 
which has arisen and which is inconsistent with the international 
trade policy. 


Mr. KestnsBavum: I can see the effectiveness of such a program 
provided that it is a portion of and not the whole program. 
Obviously, you could not do that for every industry, because we 
would be supporting one another. 


Mr. Scuuttz: We have reached the stage where we ought to 
pull together whatever our views are, and I suggest each of us 
put it in terms of our thinking on proposals of action. 


Mr. KestnBavum: I should like to make the proposal, first, 
that this country recognize its importance and its responsibilities 
with respect to world trade. I see no hope for the future unless 
we encourage world trade. I recognize, also, that this govern- 
ment must adopt certain devices to protect our domestic inter- 
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ests from the extreme fluctuations that go with the business 
cycle. I have no proposal that they be eliminated. 


Mk. Scuutrz: Galbraith, how would you put your proposal? 


Mr. Garsraitu: I think of it in terms of a three-way division 
between trade items. There are some items like wool which, I 
think, over the years we should liquidate with as little pain to 
the people that are in the industry as possible. There are com- 
promises which we are going to have to make with reference to 
other commodities, but I am particularly concerned that we main- 
tain the international trading position of consumers’ goods and 

‘finished manufactured goods, where I see the great advantages of 
trade to lie. 


Mr. Scuuttz: Kestnbaum, you in substance were trying to 
find a total rationale to which this total thing could fit, making 
us a trading world in the real sense that, let us say, Great Britain 
was in its peak period. Galbraith is saying that we may have 
political realities in which we may have to put a large section of 
the American economy aside and do it in such a way that we at 
least free the larger and more important sector from the stand- 
point of trade itself—the subtle aspects of industry as such. Is 
‘that right? 


Mr. Garsraitu: Yes. Might I interrupt on one point, 
though? I would leave a margin of industries which are in- 
efficient and which cannot stand up to competition which might 
eventually, if they cannot survive, force them out. I do not know 
whether wool is one of those industries or not. But I do not think 
that we should try to grow or produce in the United States 
everything there is in the world. 


Mr. Scuuttz: I would put my own view this way: That as a 
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first step, the Truman veto, and the message that went with it, | 
does point to a remedy in the short run. The Senate, fortunately, 
has already passed that bill, putting that suggestion into effect 
so far as the Senate is concerned, instead of trying to override the 
veto as such. If the House concurs, that gives us a short-run 
answer, for we do get a reconciliation.” 

But much more than that needs to be done, and in a sense we . 
have laid the groundwork in the discussion here. I would simply 
close by saying that it is high time that the United States in fact 
reconciles its domestic economic policies and its international 
economic policy. 

7 The presidential veto of the wool bill was received in the Senate early in the 
afternoon of June 26, and by late afternoon of the same day the Senate had 
passed a new measure. The new proposal, the Robertson Bill, contained no pro- 
vision for tariffs (or import fees) or import quotas on wool but provided that 


wool support prices would be paid out of the Treasury. The bill has now been 
sent to the House, where it was expected to face stronger opposition. 
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What Do You Think? 


What is the dilemma which the United States faces in solving the 
conflict between the home-market price-support program for agricul- 
tural prices and a program of world trade in world markets? What 
are the conflicts of views in relation to foreign trade which are held 
in this country? 


What is the meaning and importance of the wool bill; including im- 
port fees and quotas, in terms of the problems of foreign trade? 
Does it conflict with the announced American policy on foreign 
trade? What is the International Trade Organization? What role 
could, and should, it assume in international trade? Is the State 
Department making promises on which it cannot deliver? Is the 
State Department’s program being sold out? Discuss. Is this same 
conflict going to arise in relation to sugar, rubber, fats, and oils? 


. What is the status of the American wool industry? Why has it de- 


clined in the last few years? Should it be allowed to decline? Is it a 
“sick” industry? Do you favor some type of price-support program? 
Why is it unable to compete with Australia and England, for ex- 
ample, in the world wool market? 


. Can we continue to move a huge volume of exports? Will we lose our 


substance? Is the Marshall Plan a hopeful thing? What is good trad- 
ing? How deep-seated is the conflict between domestic and world 
economic policies? What are the compromises which have to be made 
if this conflict is resolved? 


. How, in your opinion, can our domestic policy be organized so that 


the world can get badly needed food and manufactured products in 
this country? How can we organize so that trade is not a “one-way 
street”? What is the problem of the present world shortage of dol- 
lars? How can we make it possible for the world to draw upon our 
resources? What can they send us? 


Compare our status in the world economy today with that of our 
situation in the nineteenth century. What are the advantages which 
our skills and “know-how” give us in the world market? Can these 
advantages be strengthened by world trade? To what extent is 
America’s dilemma between its domestic and the world economy 
related to the fact that this country produces too many things too 
well, with all the advantages of a large continent, varied resources, 
and climate? Discuss. 
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